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REPORT OF THE AUDIT DEPARTMENT

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA

DOCKET NO. 2000-0207-W/S

CAROLINA WATER SERVICE, INC.

SYNOPSIS

1

Amount Requested - Water ........................................... $210,948

Sewer ............................................ $474,115

Combined .... - .................................. $685,063

Return on Rate Base: Combined

Per Books ................ ' ...................... -.......... 8.12%

As Adjusted ................................................ 8.29%

After Proposed Increase .................................. 12.01%

Water

9.79%

10.39%

14.31%

Sew er

7.34%

7.40%

11.07%

Return on Common Equity: Combined

As Adjusted ................................................ 7.96%

After Proposed Increase--' ............................... 15.41%

Water

12.16%

19.83%

Sewer

6.17%

13.52%

Operating Margin:

Per Books ..................................................

As Adjusted ....................... ' ........................

Combined

6.27%

9.30%

After Proposed Increase .................................. 15.80%

Water

11.05%

13.31%

19.14%

Sewer

4.02%

7.42%

14.24%
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REPORT OF THE AUDIT DEPARTMENT

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA

DOCKET NO. 2000-0207-W/S

CAROLINA WATER SERVICE, INC.

ANALYSIS

The Audit Department Staff has made a review of the Application of Carolina Water Service,

Inc. (hereinafter referred to as "the Company") along with certain of the Company's accounting

records, relative to the Company's application to increase certain rates and charges as shown in Docket

No. 2000-0207-W/S.

The Company is a water and wastewater utility operating in the state of South Carolina. The

Company furnishes both water and sewer service to residential and commercial customers in the

counties of Aiken, Beaufort, Charleston, Dorchester, Georgetown, Lexington, Orangeburg, Richland,

Sumter, Williamsburg, and York. The Company's home office is located at 2335 Sanders Road,

Northbrook, Illinois 60062. Its regional office is located at 110 Queens Parkway, West Columbia,

South Carolina 29169. The Company is a wholly-owned subsidiary of Utilities, Inc., which is also

located at the same address in Northbrook, Illinois.

The Audit Department respectfully submits the results of its review as follows:

1. The Company filed an application on February 23, 2001 for approval of rates and

charges for water and sewer services provided to its residential and commercial

customers.

2. This matter is set for public hearing on Wednesday, July 11, 2001 at 10:30 a.m.



°

4.

The Company's application uses a December 31, 2000 test period.

The following is a summary of the Company's most recent rates and charges:

Date of Effective Docket Amount Amount Rate 0fRetum Operating

Order Date Number Requested Granted Rate Base Margin

05/31/94 05/31/94 93-738-W/S'$804,492 $664,542 - 13.86%

05/11/93 05/11/93 91-641-W/S $863,690 $175,405 - 7.52%

08/01/90 08/01/90 89-610-W/S $967,706 $845,976 - 10.42%

06/05/89 06/05/89 88-241-W/S $412,167 $ 20,460 - 10.27%

12/01/86 12/01/86 86-220-W/S $414,936 $287,875 - 11.38%

In this application, the Company requested additional revenue of $685,063 and Staff

calculated the requested revenue to be $685,063.

The rate of return on rate base after accounting and pro forma adjustments was computed by

the Staff to be 8.29%. This rate increases to 12.01% after the proposed increase of $685,063.

Rate of return on common equity was computed by the Staff to be 7.96% after the effect of

accounting and pro forma adjustments. Such rate of return increased to 15.41% after revenue was

adjusted for the proposed increase of $685,063.

12.01% after the effect of its proposed increase.

The Company had requested a return on rate base of

In computing the return on common equity, the Staff

used the parent company's capital structure in order to allocate the rate base to the respective classes of

capital.

The Audit Department Staffs prepared the following exhibits that are related to the

Company's proposed increase:

EXHIBIT AC: OPERATING EXPERIENCE, RATE BASE, AND RATES OF RETURN-

COMBINED OPERATIONS

Detailed in this Staff exhibit are the Company's Operating Experience, Rate Base, Rates of

Return and operating Margin for the test year ended December 31, 2000, the accounting and pro

2



forma adjustments which are necessary to correct or normalize the Company's test year operations, and

the Company's normalized operations, both before and after the effect of the requested increase.

Using a rate base of$12,113,163 and per book income of $983,799, the Staff computed a rate of return

on per book operations of 8.12% and an operating margin of 6.27%. Pro forma adjustments decreased

income and decreased rate base resulting in operating income of $949,173 and rate base of

$11,447,172. The rate of return computed by the Staff after pro forma adjustments was 8.29% and the

operating margin was 9.30%. After the Staff adjusted operating income for the proposed increase, net

of taxes and other expenses, plus growth, operating income increased to $1,374,614 while rate base

remained $11,447,172. The rate of return computed by the Staff after the adjustments for proposed

increase is 12.01% with an operating margin of 15.80%.

EXHIBIT AC: OPERATING EXPERIENCE, RATE BASE AND RATES OF RETURN-

I

I

I

WATER OPERATIONS

Detailed in this Staff exhibit are the Operating Experience, Rate Base, Rate of Return and

Operating Margin for Water Operations.

EXHIBIT AC: OPERATING EXPERIENCE, RATE BASE, AND RATES OF RETURN-

/

SEWER OPERATIONS

Detailed in this Staff exhibit are the Operating Experience, Rate Base, Rate of Return and

Operating Margin for Sewer Operations.

EXHIBIT A-l: EXPLANATION OF ACCOUNTING AND PRO FORMA ADJUSTMENTS-

COMBINED, WATER AND SEWER

Detailed in this Staff exhibit are the accounting and pro forma adjustments to correct or

t

normalize the Company's operations and each adjustment made necessary to reflect the proposed

increase. For comparative purposes, Company and Staff adjustments are both presented in this

exhibit.



EXHIBIT A-2: CUSTOMER GROWTH COMPUTATION

The Staffs computation of the Company's customer growth factor during the test year is

shown in this exhibit. The Staff computed a growth factor of 1.04% for water operations and a growth

factor of .74% for sewer operationsl Combined customer growth was computed by adding water

customer growth and sewer customer growth.

EXHIBIT A-3: CASH WORKING CAPITAL ALLOWANCE

Detailed in Staffs exhibit is the calculation of cash working capital on per book operations at

December 31, 2000. The Staff uses a forty-five day cash working capital allowance, which is

consistent with past rate cases involving water and wastewater utilities. The Staff adjusted Cash

Working Capital for items which corrected the book figures.

EXHIBIT A-4: COMPUTATION OF INCOME TAXES

Shown in this exhibit is Staffs computation of State and Federal Income Taxes based on

taxable income after accounting and pro forma adjustments and after the effect of the requested

increase. The Staff and Company used a rate of 5% for State Taxes and 34% for Federal Taxes.

EXHIBIT AC-5: RETURN ON COMMON EQUITY - COMBINED

The Company's return on common equity is computed both before and after the requested

increase. The rate base, as shown on Exhibit AC, is allocated among the various classes of debt and

equity according to the res _ective ratios as computed using the parent company's capital structure as of

December 31, 2000.

Staff computed the amount of total income for retain necessary to cover an embedded cost

rate of 8.62% on long term debt. The remainder of total income for return produces a return of 7.96%

to common equity before the requested increase. The overall cost of capital after accounting and pro

forma adjustments but prior to the requested increase is 8.29%. Such overall cost equals the rate of

return on rate base shown on Staffs Exhibit AC.



After the requestedincreaseof $685,063,incomeavailableto commonequity increasesto

$880,353andreturnoncommonequityincreasesto 15.41%.Overallcostof capitalasdetailedin this

exhibit equals12.01%. Suchoverall costof capitalequalstherateof returnon ratebaseon Staffs

Exhibit AC.

EXHIBIT AW-5: RETURN ON COMMON EQUITY - WATER

Included in this exhibit is Return on Common Equity as allocated to the Company's water

operations.

EXHIBIT AS-5: RETURN ON COMMON EQUITY - SEWER

Included in this exhibit is Return on Common Equity as allocated to the Company's sewer

operations.

EXHIBIT A-6: INCOME STATEMENT

Staff, in this exhibit, presents the Company's Income Statement as of the test year ended

December 31, 2000.

EXHIBIT A-7: BALANCE SHEET

The Staffpresents in this exhibit the Company's Balance Sheet as of December 31, 2000.



Carolina Water Service, Inc.
Operating Experience, Rate Base and Rates of Return

Test Year Ended December 31, 2000
Combined

Audit Exhibit AC

(1)

Description Per Books
$

Operating Revenue:
Service Revenue-Water 1,541,564
Service Revenue-Sewer 3,270,827
Miscellaneous Income 107,316

Uncollectibles (28,220)

(2) (3) (4) (5)
Accounting Effect of After

& Pro Forma As Proposed Proposed
Adjustments Adjusted increase Increase

$ $ $ $

0 1,541,564 210,948 (14) 1,752,512
0 3,270,827 474,115 (14} 3,744,942
0 107,316 0 107,316
0 (28,220) (3,999) (15} (32,219)

Total Operating Revenues 4,891,487 0 4,891,487 681,064 5,572,551

Operating and Maintenance Expenses
General and Administrative Expenses
Depreciation & Amortization Expense
Taxes Other Than Income
Income Taxes
Amortization of ITC

Interest on Customer Deposits

2,219,539 (17,672) (1) 2,201,867 0 2,201,867
684,970 (2,520) (2) 682,450 0 682,450
287,922 (44,466) (3) 243,456 0 243,456
594,949 (13,745) (4) 581,204 8,130 (16) 589,334
142,189 109,783 (5) 251,972 251,004 (17) 502,976

(8,852) 0 (8,852) 0 (8,852)

12,910 (188) (6) 12,722 0 12,722

Total Operating Expenses 3,933,627 31,191 3,964,818 259,135 4,223,953

957,860 (31,191) 926,669 421,930 1,348,598
17,748 (3_147)(7) 14,601 0 14,601

8,191 (288) 7,903 3,512 11,415

983,799 (34,626) 949,173 425,442 1,374,614

Net Operating Income
AFUDC

Customer Growth (Exh. A-2)

Net Income For Return

Original Cost Rate Base:

Gross Plant In Service

Accumulated Depreciation
31,616,926 (563,328) (8) 31,053,598 0 31,053,598

(3,746,648) 144,440 (9) (3,602,208) 0 (3,602,208)

Net Plant In Service

Construction Work In Progress

Cash Working Capital (Exh. A-3)
Water Service Corporation - Rate Base
Advances In Aid of Construction
Contributions in Aid of Construction

Plant Acquisition Adjustment
Excess Book Value

Accumulated Deferred Income Taxes

Customer Deposits

Total Rate Base

27,870,278 (418,887) 27,451,391 0 27,451,391
196,236 (13,326) (10) 182,910 0 182,910

363,064 (6,051) (11) 357,013 0 357,013
158,647 (8,457) (12) 150.190 0 150,190

(1,000) 0 (1.000) 0 (1,000)
(13.538,305) 0 (13,538.305) 0 (13,538,305)

(525,890) 0 (525,890) 0 (525,890)
(1,026,646) 0 (1,026,646) 0 (1,026,646)
(1,224,199) 0 (1,224,199) 0 (1,224,199)

(159,022) (219,269) (13) (378,291) 0 (378,291)

12,113,163 (665,990) 11,447,172 0 11,447,172

Return on Rate Base 8.12% 8.29% 12.01%

Operating Margin After Interest Exp. 6.27% 9.30% 15.80%

677,300 494,261 494,26tInterest Expense for Oper. Margin

6



Description

Carolina Water Service, Inc.

Operating Experience, Rate Base and Rates of Return

Test Year Ended December 31,2000
Water

Audit Exhibit AW

(1) (2) (3) (4) (5)
Accounting Effect of After

& Pro Forma As Proposed Proposed
Per Books Adjustments Adjusted Increase Increase

1

f_

Operating Revenue:
Service Revenue

Miscellaneous Income

Uncollectibles

Total Operating Revenues

Operating and Maintenance Expenses

General and Administrative Expenses

Depreciation & Amortization Expense
Taxes Other Than Income

Income Taxes

Amortization of ITC

Interest on Customer Deposits

Total Operating Expenses

Net Operating Income
AFUDC

Customer Growth (Exh. A-2)

Net Income For Returq

Original Cost Rate Base:

Gross Plant In Service

Accumulated Depreciation

Net Plant In Service

Construction Work In Progress

Cash Working Capital (Exh. A-3)

Water Service Corporation
Advances in Aid of construction

Contributions in Aid of Construction

Plant Acquisition Adjustment
Excess Book Value

Accumulated Deferred Income Taxes

Customer Deposits

Total Rate Base

Return on Rate Base

Operating Margin

Interest Expense for Oper. Margin

$ $ $ $ $

1,541,564 0 1,541,564 210,948 (14) 1,752,512

31,068 0 31,068 0 31,068

(8,819) 0 (8,819) (1,202) (15) (10,021)

1,563,813 0 1,563,813 209,746 1,773,559

581,634 (7,884) (1) 573,750 0 573,750

245,017 (908) (2) 244,109 0 244,109
113,777 (34,950) (3) 78,827 0 78,827

209,497 (10,348) (4) 199,149 2,504 (16) 201,652

44,435 73,163 (5) 117,598 77,301 (17) 194,899

(2,656) 0 (2,656) 0 (2,656)

4,648 (67) (6) 4,581 0 4,581

1,196,352 19,005 1,215,357 79,805 1,295,162

3671461 (19,005) 348,456 129,941 478,397

5,324 (1,133) (7) 4,191 0 4,191

3,822 (198) 3,624 1,351 4,975
0

376,607 (20,336) 356,271 131,292 487,563

9,901,426 (397,401) (8) 9,504,025 0 9,504,025

(1,539,531) 66,205 (9) (1,473,326) 0 (1,473,326)

8,361,895 (331,196) 8,030,699 0 8,030,699

0 0 (10) 0 0 0

103,331 (1,553) (11) 101,779 0 101,779

56,751 (3,045) (12) 53,706 0 53,706

(5o0) 0 (50o) (500)
(3,637,752) 0 (3,637,752) 0 •(3,637,752)

(235,559) 0 (235,559) (235,559)

(307,994) 0 (307,994) 0 (307,994)

(438,017) 0 (438,017) 0 (438,017)

(56,882) (78,937) (13) (135,819) 0 (135,819)

3,845,273 (414,730) 3,430,543 0 3,430,543

9.79% 10.39% 14.21%

11.05% 13.31% 19.14%

203,878 148,123 148,123
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Description

Carolina Water Service, Inc.

Operating Experience, Rate Base and Rates of Return
Test Year Ended December 31, 2000

Sewer

Audit Exhibit AS

(1) (2) (3) (4) (5)
Accounting Effect of After

& Pro Forma As Proposed Proposed
Per Books Adjustments Adjusted Increase Increase

I

J

I

Operating Revenue:
Service Revenue

Miscellaneous Income
Uncollectibles

Total Operating Revenues

Operating and Maintenance Expenses
General and Administrative Expenses

Depreciation & Amortization Expense
Taxes Other Than Income
Income Taxes
Amortization of ITC

Interest on Customer Deposits

Total Operating Expenses

Net Ogerating Income
AFUDC

Customer Growth (Exh. A-2)

Net Income For Return

Original Cost Rate Base:

Gross Plant In Service

Accumulated Depreciation

Net Plant In Service

Construction Work In Progress

Cash Working Capital (Exh. A-3)

Water Service Corporation
Advances in Aid of Construction

Contributions in Aid of Construction

Plant Acquisition Adjustment
Excess Book Value

Accumulated Deferred Income Taxes

Customer Deposits

Total Rate Base

$ $ $ $ $

3,270,827 0 3,270,827 474,115 (14) 3,744,942
76,248 0 76,248 0 76,248

(19,401) 0 (19,401) (2,797) (15) (22,198)

3,327,674 0 3,327,674 471,318 3,798,992

1,637,905 (9,788) (1) 1,628,117 0 1,628,117
439,953 (1,612) (2) 438,341 0 438,341

t74,145 (9,516) (3) 164,629 0 164,629

385,452 (3,397) (4) 382,055 5,627 (16) 387,682
97,755 36,619 (5) 134,374 173,703 (17) 308,077

(6,196) 0 (6,196) 0 (6,196)
8,262 (121) (6) 8,141 0 8,141

2,737,276 12,185 2,749,461 179,330 2,928,791

590,398 (12,185) 578,213 291,988 870,201

12,424 (2,014) (7) 10,410 0 10,410

4,369 (90) 4,279 2,161 6,439

607,191 (14,289) 592,901 294,t49 887,050

21,715,500 (165,927) (8) 21,549,573 O 21,549,573

(2,207,117) 78,236 (9) (2,128,881) O (2,128,881)

19,508,383 (87,692) 19,420,691 0 19,420,691

196,236 (13,326) (101 182,910 0 182,910

259,732 (4,498) (111 255,234 0 255,234
101,896 (5,412) (121 96,484 0 96,484

(500) 0 (500) 0 (500)
(9,900,553) 0 (9,900,553) 0 (9,900,553)

(290,331) 0 (290,331) O (290,331)

(718,652) 0 (718,652) 0 (718,652)

(786,182) 0 (786,182) 0 (786,182)
(102,140) (140,332) (13' (242,472) 0 (242,472)

8,267,889 (251,260) 8,016,629 0 8,016,629

Return on Rate Base 7.34% 7.40% 11.07%

Operating Margin

Interest Expense for Oper. Margin

4.02% 7.42% 14.24%

473,422 346,139 346,139
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Carolina Water Service, Inc.
Customer Growth Computation

Test Year Ended December 31, 2000

Audit Exhibit A-2

(1)
Combined Operations:

Description Per Books
$

Water Customer Growth 3,822

(2) (3) (4) (5)
Accounting Effect of
& Pro Forma As Proposed After
Adjustments Adjusted Increase Increase

$ $ $ $
(198) 3,624 1,351 4,975

Sewer Customer Growth 4,369 (90) 4,279 2,161 6,439

8,191 (288) 7,903 3,512 11,415Combined Cust. Growth

Number of Customers:

Beginning
Ending

Average

17,011 Formula:
17,304 Ending - Average
17,158 Average

= 146 = 0.85%

17,158

Water Operations:

Net Operating Income

Growth Factor

Customer Growth

Number of Customers:

Beginning
Ending

Average

367,461 (19,005) 348,456 129,941 478,397

1.04% 1.04% 1.04% 1.04% 1.04%

3,822 (198) 3,624 1,351 4,975

6,061 Formula:
6,190 Ending - Average

6,126 Average

= 64 = 1.04%

6,126

Sewer Operations:

Net Operating Income

Growth Factor

Customer Growth

Number of Customers:

590,398 (12,185) 578,213 291,988 870,201

0.74% 0.74% 0.74% 0.74% 0.74%

4,369 (90) 4,279 2,161 6,439

Beginning 10,950 Formula:
Ending 11,114 Ending - Average

Average 11,032 Average

= 82 = 0.74%

11,032

Note: Combined Customer Growth equals Water plus Sewer Customer Growth
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OperatingandMaintenance
GeneralandAdministrative

TotalExpenses for Computation

Allowable Rate

Per Books - Cash Working Capital
Correcting Adjustments
Allowable Rate

Cash Working Capital Adjustment

Cash Working Capital As Adjusted

Carolina Water Service, Inc.
Cash Working Capital Allowance

Test Year Ended December 31, 2000

Combined Water

Operations Operations

Audit Exhibit A-3

Sewer

Operations
$ $ $

2,219,539 581,634 1,637,905
684,970 245,017 439,953

2,904,509 826,651 2,077,858

12.50% 12.50% 12.50%

363,064 103,331 259,732
(48,407) (12,420) (35,987)
12.50% 12.50% 12.50%

(6,051) (1,553) (4,498)

357,013 101,779 255,234
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Operating Revenue As Adjusted
Operating Expenses As Adjusted

Net Oerating Income Before Taxes
Less: Annuallized Interest Expense

Taxable Income - State

State Income Taxes @ 5%

Taxable Income - Federal

Federal Income Taxes @ 34%

Total State and Federal Taxes
Less: Per Book Income Taxes

Adjustment

Operating Revenue As Adjusted
Operating Expenses As Adjusted

Net Oerating Income Before Taxes
Less: Annuallized Interest Expense

Taxable Income - State
State Income Taxes @ 5%

Taxable Income - Federal
Federal Income Taxes @ 34%

Total State and Federal Taxes
Less: Income Taxes as Adjusted

Adjustment

Carolina Water Service, Inc.
Computation of Income Taxes

Test Year Ended December 31,2000

Audit Exhibit A-4

As Adjusted
Combined Water Sewer

$ $ $

4,891,487 1,563,813 3,327,674
3,721,698 1,100,415 2,621,283

1,169,789 463,398 706,391

(494,261 ) (148,123) (346,139)

675,527 315,276 360,252
33,776 15,764 18,013

641,751 299,512 342,239
218,195 101,834 116,361

251,972 117,598 134,374
142,189 44,435 97,755

109,783 73,163 36,619

After Proposed Increase
Combined Water Sewer

$ $ $

5,572,551 1,773,559 3,798,992
3,729,829 1,102,918 2,626,910

1,842,722 670,640 1,172,082
(494,261 ) (148,123) (346,139)

1,348,461 522,518 825,943
67,423 26,126 41,297

1,28t,038 496,392 784,646
435,553 168,773 266,780

502,976 194,899 308,077
251,972 117,598 134,374

251,004 77,301 173,703
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Revenues:
Service Revenue
Miscellaneous Revenue
Uncollectible Revenue

Total Operating Revenue

Expenses:
Operating & Maintenance
General

Depreciation
Taxes Other Than Income
Income Taxes - Federal
Income Taxes - State

Amortization of ITC
Amortization of CIAC

Total Operating Expenses

Net Operating Income

AFUDC

Interest on Debt

NET INCOME

Carolina Water Service, Inc.
Income Statement

Year Ended December 31, 2000

$

4,812,391
107,316
(28,220)

2,219,539
684,970
497,909
594,949
138,997

3,192
(8,852)

(209,987)

Audit Exhibit A-6

$

4,891,487

3,920,717

970,770

17,748

(677,300)

311,218
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